REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA LEGISLATURE 
AND THE COUNCIL ON THE DIPALESENG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

I was engaged to audit the accompanying financial statements of the Dipaleseng Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting policies 
and other explanatory information, as set out on pages xxx to xxx. 

Accounting officer’s responsibility for the financial statements 

The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and in the manner required 
by the Local Government: Municipal Finance Management Act of South Africa, 2003 
{Act No, 56 of 2003) (MFMA). This responsibility includes: designing, implementing and 
maintaining internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error; 
selecting and applying appropriate accounting policies; and making accounting 
estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 
1 996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 

(PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on 
these financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009. Because of the matters described in 
the basis for disclaimer of opinion paragraphs, however, I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property rates 

• The municipality could not provide sufficient appropriate audit evidence to support 
the property rates totalling R7 527 727 disclosed in the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and 
classification of property rates. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Service charges 

• The municipality could not provide sufficient appropriate audit evidence to support 
the service charges totalling R45 571 803 disclosed in the statement of financial 



performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and 
classification of service charges. 

• The prepaid electricity amount of R3 945 307 included in service charges disclosed 
in the statement of financial performance did not agree to the amount of R4 316 575 
per the Conlog report. The municipality did not reconcile the difference of R371 268 
between the financial statements and the underlying records. Consequently, the 
service charges amount was understated by R371 268. I could not determine the 
effect on the other account balances or classes of transactions contained in the 
financial statements. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Agency fees 

• The municipality could not provide sufficient appropriate audit evidence to support 
the agency fees totalling R1 242 502 disclosed in the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and 
classification of agency fees. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Finance income 

The municipality could not provide sufficient appropriate audit evidence to support the 
interest on overdue accounts of R5 947 415 disclosed in note 14 to the financial 
statements. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and classification 
of finance income. 

Government grants and subsidies - capital 

The capital government grants and subsidies amount of R12 684 199 as disclosed in 
the statement of financial position did not agree to the amount of R22 755 386 per 
note 1 5 to the financial statements. The municipality could not reconcile the difference 
of RIO 071 187 

Other revenue 

• The municipality could not provide sufficient appropriate audit evidence to support 
other revenue totalling R4 509 440 disclosed in the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and 
classification of other revenue. 

• The other revenue amount of R4 509 440 as disclosed in the statement of financial 
performance did not agree to the amount of R4 069 014 per the general ledger. The 
municipality did not reconcile the difference of R440 426 between the financial 



statements and the underlying records. Consequently, the other revenue amount 
was overstated by R440 426, I could not determine the effect on the other account 
balances or classes of transactions contained in the financial statements. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

General expenses 

• The municipality could not provide sufficient appropriate audit evidence to support 
the general expenses of R18 532 092 disclosed in the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and 
classification of general expenses. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Bulk purchases 

• The municipality could not provide sufficient appropriate audit evidence to support 
bulk purchases of R13 746 409 disclosed in the statement of financial performance. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself 
as to the completeness, occurrence, accuracy, cut-off and classification of general 
expenses. 

Employee related costs 

• The municipality could not provide sufficient appropriate audit evidence to support 
employee related costs of R32 592 849 disclosed in the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the completeness, occurrence, accuracy, cut-off and 
classification of employee related costs. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Value-added tax (VAT) receivable 

• The corresponding figure for the VAT receivable balance of R1 3 953 743 as 
disclosed in the statement of financial position did not agree to the previous year’s 
amount of R674 651 as disclosed in the previous year’s financial statements. The 
municipality could not reconcile the difference of R13 279 092. 

• The VAT receivable of R670 338 as disclosed in the statement of financial position 
did not agree to the VAT payable balance of R3 219 724 per the VAT 201 submitted 
to the South African Revenue Service (SARS). The municipality did not reconcile 
the difference of R3 890 062 between the financial statements and the underlying 
records. Consequently, the VAT receivable balance was overstated by R670 338 
and the VAT payable understated by R3 890 062. 1 could not determine the effect 



on the other account balances or classes of transactions contained in the financial 
statements. 

• A VAT receivable of R670 338 as disclosed in the statement of financial position did 
not agree to the VAT balance of R1 1 983 699 per the general ledger. The 
municipality did not reconcile the difference of R11 313 361 between the financial 
statements and the underlying records. Consequently, the VAT receivable balance 
was understated by R1 1 313 361. 1 could not determine the effect on the other 
account balances or classes of transactions contained in the financial statements. 

• The municipality was incorrectly registered as a category A vendor for VAT purposes 
in the current and prior year when taxable supplies in both periods exceeded 

R30 million. Only during the year was the registration changed to a category C 
vendor. I was unable to determine the penalties and interest for incorrect registration 
because of the significance of the matters described in the other basis for disclaimer 
of opinion paragraphs reported on VAT. 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative procedures, to obtain sufficient 
appropriate audit evidence as to the occurrence, accuracy, classification and cut-off 
of journal transactions to the amount of R1 461 296 effected in the VAT receivable 
balance. 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative procedures, to obtain reasonable 
assurance as to the occurrence, accuracy, classification and cut-off of transactions 
selected for VAT testing amounting to R63 936 041, as supporting documentation 
could not be provided. 

e Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Trade and other payables 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the existence, completeness, valuation and allocation as well as 
obligations of trade payables amounting to R8 360 038 as disclosed in note 1 1 to 
the financial statements, as schedules and supporting documents could not be 
provided. 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the existence, completeness, valuation and allocation as well as 
obligations of the staff leave accrual amounting to R2 199 779 as disclosed in 

note 1 1 to the financial statements, as schedules and supporting documents could 
not be provided. 

• Payments of R1 930 453 made after year-end that related to the year under review 
were not accrued at year-end. A correction of the understatement would have 
resulted in operating expenses being increased by R1 693 379, trade payables 
being increased by R1 930 453 and the VAT receivable being decreased by 
R237 073. 



• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Consumer debtors 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the existence, completeness, valuation and allocation as well as 
rights of the consumer debtors balance of -R9 046 073 as disclosed in the 
statement of financial position, as schedules and supporting documents could not 
be provided. 

• The provision for bad debts of R123 431 918 was R9 046 073 more than the total 
consumer debtors outstanding of R114 385 845. Due to the limitation reported on 
consumer debtors, i was unable to obtain sufficient appropriate audit evidence on 
the valuation and allocation, existence, completeness and rights regarding the 
provision for bad debts included in note 2 to the financial statements. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Consumer deposits 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the existence, completeness, valuation and allocation as well as 
obligations of other deposits amounting to R18 727 468 included in consumer 
deposits as disclosed in note 7 to the financial statements, as schedules and 
supporting documents could not be provided. 

» Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Cash and cash equivalents 

• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the completeness as well as valuation and allocation of cash and 
cash equivalents of R38 614 642 included in the statement of financial position. This 
is due to the following: 

> The bank reconciliation reflected an unreconciled difference of R385 541. 

> The bank reconciliation reflected unexplained reconciling items of R22 369 613. 

No supporting documentation or other explanations could be provided. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
In the year under review and in the balances as at the end of this period. 



Provisions 


• I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the existence, completeness, valuation and allocation as well as 
obligations of the bonus provision amounting to R337 140 as disclosed in the 
statement of financial position under current liabilities, as schedules and supporting 
documents could not be provided. 

• i could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the completeness, valuation as well as allocation and obligations of 
the provision for post-employment health care amounting to R5 540 334 and the 
provision for long service awards amounting to R625 521 as disclosed in note 8 to 
the financial statements. This is due to the following; 

> Due to the limitation of scope on the occurrence, accuracy, completeness, cut-off 
and classification of employee costs, I was unable to obtain sufficient appropriate 
audit evidence on the employee cost information supplied to and used by the 
actuaries to calculate the provision. 

> An unexplained difference of R133 884 between the actuarial certificate and the 
amount disclosed in the ledger on the post-employment health care provision. 

> An unexplained difference of R68 665 between the actuarial certificate and the 
amount disclosed in the ledger on the provision for long service awards. 

Property, plant and equipment 

« I could not obtain sufficient appropriate audit evidence, nor did the municipality’s 
records permit the performance of alternative audit procedures, to obtain reasonable 
assurance as to the existence, completeness, valuation and allocation as well as 
rights of the property, plant and equipment balance of R98 547 614 disclosed in the 
statement of financial position, as the fixed asset register comparison to the general 
ledger reflected an unexplained difference of R9 852 419. 

• I was unable to obtain the rateable valuation reconciliation for the current year. I 
could therefore not identify land registered in the name of the municipality from the 
rateable valuation reconciliation from ail areas of the municipality to ensure that this 
land was listed in the asset register and was valued as per the valuation roll. 

• Due to the disclaimer of opinion received in the prior year, I was unable to determine 
the effect of errors which may exist in the opening balances on the results recorded 
in the year under review and in the balances as at the end of this period. 

Inventory 

The unused chemicals at year-end were not recognised as inventory in the statement of 
financial position. I was unable to determine the value of the understatement of inventory 
and the subsequent overstatement of operating expenses, as no schedules and 
supporting documentation could be provided. 

Unspent conditional grants and receipts 

I could not obtain sufficient appropriate audit evidence, nor did the municipality’s records 
permit the performance of alternative audit procedures, to obtain reasonable assurance 
as to the existence, completeness, valuation and allocation as well as obligations of the 



unspent municipal infrastructure grant (MIG) balance of R20 305 205 disclosed in note 9 
to the financial statements. The reconciliation between the opening balance, amounts 
spent and amounts received reflected an unexplained difference of R7 523 594. No 
supporting documentation or other explanations could be provided. 

Cash flow statement 

I was unable to satisfy myself as to the completeness and accuracy of the cash flow 
information, due to the numerous items contributing to the disclaimer of opinion that 
affected the amounts disclosed in the statement of financial position and the statement 
of financial performance. 

Disclaimer of opinion 

Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on 
these financial statements. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

As required by the PAA and in terms of General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009 , 1 include below my findings on the 
report on predetermined objectives, compliance with the MFMA and the Local 
Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA), 
and financial management (internal control). 

Predetermined objectives 

Material findings on the report on predetermined objectives, as set out on pages xx to 
XX, are reported below: 

Non-compliance with regulatory and reporting requirements 

Reported performance information not received in time 

The strategic objectives, indicators and targets, as set out on pages xx to xx of the 
annual report, could not be verified, since the information was not received in time for 
audit purposes. 

Inadequate content of integrated development plan (IDP) 

The IDP of the municipality did not include the key performance indicators and 
performance targets determined in terms of its performance management system, as 
required by sections 26(i) and 41(1)(b) of the MSA and regulation 12 of the Municipal 
Planning and Performance Management Regulations, 2001 . 

Internal auditing of performance measurements 

The internal auditors of the municipality did not audit the performance measurements on 
a continuous basis and submit quarterly reports on their audits to the municipal manager 
and the performance audit committee. 



No mid-year budget and performance assessments 

The accounting officer did not by 25 January assess the performance of the municipality 
during the first half of the financial year, taking into account the municipality’s service 
delivery performance during the first half of the financial year and the service delivery 
and budget implementation plan, as required by section 72 of the MFMA. 

Usefulness of information 

The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Consistency: Has the municipality reported on its performance with regard to its 
objectives, indicators and targets in its IDP, i.e. are the objectives, indicators and 
targets consistent between planning and reporting documents? 

• Relevance: Is there a clear and logical link between the objectives, outcomes, 
outputs, indicators and performance targets? 

• Measurability: Are objectives made measurable by means of indicators and targets? 
Are indicators well defined and verifiable, and are targets specific, measurable and 
time bound? 

The following audit findings relate to the above criteria: 

Planned performance targets not specific, measurable and time bound 
The planned performance targets as per the IDP were not: 

• specific in clearly identifying the nature and the required level of performance 

• measurable in identifying the required performance 

• time bound in specifying the time period or deadline for delivery. 

Planned indicators not verifiable 

The planned indicators in the IDP were not verifiable, as it was not possible to validate 
the processes and systems that produced the indicators. 

Compliance with laws and regulations 

Municipal Finance Management Act 

The internal audit unit was not functioning properly 

Contrary to the requirements set out in section 165 of the MFMA, the internal audit unit 
of the municipality was not functioning properly, due to the following: 

• The unit did not prepare a risk-based audit plan and an internal audit programme 
for each financial year. 

• The unit did not advise the accounting officer and report to the audit committee 
on the implementation of the internal audit plan and matters relating to: 

o internal audit 

o internal controls 

o accounting practices and procedures 
o risk and risk management 
o performance management 



o loss of control. 


The audit committee was not functioning properly 

• The audit committee did not advise the municipal council, the political office- 
bearers, the accounting officer and the management staff of the municipality on 
matters relating to: 

o internal financial control and internal audit 
o risk management 
o accounting policies 

o the adequacy, reliability and accuracy of financial reporting and information 
o performance management 
o effective governance 
o compliance with applicable legislation 
o performance evaluation. 

• The audit committee did not review the annual financial statements to provide the 
council of the municipality with an authoritative and credible view of the financial 
position of the municipality, its efficiency and effectiveness, and its overall level of 
compliance with the MFMA and any other applicable legislation. 

The financial statements were not prepared in accordance with applicable 
legislation 

The municipality did not prepare financial statements that fairly presented the state of 
affairs of the municipality; its performance against its budget; its management of 
revenue, expenditure, assets and liabilities; its business activities; its financial results 
and its financial position as at the end of the financial year, in accordance with legislative 
requirements. 

INTERNAL CONTROL 

I considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives and compliance with the MFMA and the MSA, but 
not for the purpose of expressing an opinion on the effectiveness of internal control. 

The matters reported below are limited to the significant deficiencies regarding the basis 
for disclaimer of opinion paragraphs, the findings on the report on predetermined 
objectives and the findings on compliance with laws and regulations. 

Leadership 

Oversight responsibility 

• Key officials were not available throughout the audit process due to leave, meetings 
and other commitments. 

• The accounting officer did not adequately exercise oversight responsibility over 
reporting, compliance with laws and regulations, and internal control. 



Financial and performance management 

Quality, reliable monthly financial statements and management information 

• The annual financial statements and annual performance report were not submitted 
for auditing as per the legislated deadlines. 

• The financial statements submitted for auditing contained many errors, such as 
casting and amounts presented on the face of the financial statements not agreeing 
to amounts per the notes to the financial statements and genera! ledger. 

Proper record keeping and record management 

• Not all requested information was submitted for audit purposes, 

• A report on predetermined objective was not submitted for audit purposes. 

Adequate financial management systems 

• Manual or automated controls were not designed to ensure that the transactions 
occurred, were authorised, and were completely and accurately processed, 

• Systems were not appropriate to facilitate the preparation of the financial statements 
and performance reports. 

Governance 

Risk identification and management 

Internal controls were not selected and developed to prevent or detect and correct 

material misstatements in financial reporting and reporting on predetermined objectives. 

Internal audit that inspects the adequacy and implementation of internal control 

• Ongoing monitoring and supervision were not undertaken to enable an assessment 
of the effectiveness of internal control over financial and performance reporting. 

• Internal control deficiencies were not identified and communicated in a timely 
manner to allow for corrective action to be taken. 

• Interna! audit did not fulfil its responsibilities as set out in legislation and in 
accordance with accepted best practice and standards. 

Audit committee that promotes independent accountability and service delivery 

• The audit committee did not adequately fulfil its responsibilities as set out in 
legislation and in accordance with accepted best practice. 

• The implementation of internal and external audit recommendations was not 
monitored. 

• Financial statements were not reviewed prior to submission for auditing. 



OTHER REPORTS 


investigations 

The interim findings of an investigation into theft and fraud by clerks and cashiers at the 
municipality’s offices identified credit note fraud in excess of R1,5 million. Clerks issued 
fraudulent credit notes to write off accounts outstanding in return for bribes. Accounts 
were also closed without reason and any subsequent receipts into these accounts were 
taken for personal use. 



Nelspruit 
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